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President-elect Vicente Fox's administration is expected to make significant changes to Mexico's
tax code to increase the rate of collection and reduce the government's dependence on oil-export
revenues. The increases in tax collection, intended to boost the government's coffers, will be
accompanied by a planned reduction in government spending of about 0.7% of GDP in 2001. Many
of the changes in the tax code, which Fox advisers Eduardo Sojo and Luis Ernesto Derbez have
presented to the press and the business community, are almost certain to meet stiff resistance in the
Mexican Congress.

Plan includes unpopular increase in value-added tax
The changes would include the unpopular step of imposing a value-added tax (impuesto al valor
agregado, IVA) on sales of food and medicines, until now exempt from the IVA. The new tax on
food and medicines, which will be charged at the retail level, is part of Fox's plan to increase IVA
collections by 17% in 2001. The business community has expressed mixed reactions to the proposals
to impose an IVA on food and medicine. Organizations representing retailers and pharmacies have
raised concerns that the plan would reduce their sales and also fuel inflation.
In a report issued in early October, the Mexico City- based Camara Nacional de Comercio en
Pequeno (CANACOPE) said a tax on food and medicine could result in the loss of 7 billion pesos
(US$738 million) in sales for merchants in the Mexican capital. CANACOPE president Rafael
Escudero said the tax could potentially cause about 30% of the pharmacies in the capital to go out of
business.
Other organizations with more national presence, such as the Camaras Nacionales de Comercio,
Servicios y Turismo (CONCANACO-SERVYTUR) and the economic think tank Centro de Estudios
Economicos del Sector Privado (CEESP), have come out strongly against the proposal because of its
potential negative impact on the purchasing power of the poorest segments of the population. "We
don't believe that the imposition of an IVA on food and medicine to obtain easy revenues represents
the solution to the majority of the problems confronting most Mexicans," said CONCANACOSERVYTUR president Jose Yamil Hallal Zepeda.
The plan to impose an IVA on food and medicine has met strong skepticism from the taxpayers
organization Alianza Nacional de Contribuyentes AC (ANCAC). ANCAC said benefits of imposing a
tax on food and medicine could disappear in the bureaucratic system.
This situation was particularly clear in the Procampo and Progresa anti-poverty programs
implemented during President Ernesto Zedillo's administration, said ANCAC spokesperson Saul
Fernando Lopez Maldonado. "The benefit from the increased tax revenues could become diluted as
the funds pass through the system," said Lopez Maldonado.
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Conversely, the plan has received strong support from several of the largest business organizations,
including the Consejo Coordinador Empresarial (CCE), the Confederacion Patronal de la
Republica Mexicana (COPARMEX), and the Camara Nacional de la Industria de Transformacion
(CANACINTRA). "The public sector urgently needs to augment its resources and not depend so
heavily on revenues from oil exports," said CCE president Claudio Xavier Gonzalez Laporte.
The Fox economic team has proposed to offset the tax on food and medicine by providing direct
subsidies for food and medicines for low-income families, particularly those whose earnings are
equivalent to three minimum wages or less. The funds for the subsidies would come from directly
from the IVA.
In addition, analysts from Banamex-Accival raised the possibility that the Fox administration in the
end could charge a much lower IVA or create exemptions for several basic foodstuffs to mitigate the
harmful impact of the tax. Jose Alfredo Tijerina, a researcher at the Centro de Analisis y Difusion
Economica (CADE), said the current system of not charging any consumption tax on medicines and
food provides disproportionate benefits to those Mexicans who earn more.
"While the families with lower incomes receive about 3.6% of the benefits of the zero-tax policy, the
richest 10% of the population enjoys 17.7% of the benefits," said Tijerina, citing a study conducted by
his organization.
The CADE study showed that eliminating the zero-tax policy for food and medicines would generate
an additional 84.1 billion pesos (US$8.87 billion) in revenues for the government. Under Mexico's
current fiscal structure, the government's tax revenues amount to only about 11% of GDP. In
comparison, tax collections amount to 20% of GDP in Brazil and Argentina and 30% of GDP in the
US.

Plan would also tax informal economy
The Fox administration is also expected to push for legislation to incorporate street vendors into
the tax system. Under a plan being considered by the Fox team, street vendors would begin to pay
income tax (impuesto sobre la renta, ISR).
Jorge Vidales Guerrero, a public-accounting specialist at the Instituto Politecnico Nacional (IPN),
blamed the long- governing Partido Revolucionario Institucional (PRI) for encouraging tax
evasion among street vendors. "The informal economy was fostered by the PRI to increase citizen
participation in its campaigns," said Vidales.
The addition of street vendors to the tax rolls is part of Fox's plan to boost ISR collections by about
27% in 2001. Government statistics show one out of every five Mexicans currently does not pay
ISR. In large measure, this is because roughly 40% of all Mexican workers make a living from the
informal economy, which until now has existed outside the formal tax system. "The fact is, street
vendors are going to have to confront the reality that they'll have to pay taxes," said Vidales.
But some federal legislators and economists are concerned that the focus on the informal economy
will unfairly target many low-income people who have resorted to selling products on the street
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because they are unable to find any other means to make a living. Flavia Rodriguez, director of the
economics department at Universidad Panamericana, said the president-elect's economic team
strongly emphasized imposing an IVA on basic necessities like food and medicine and creating a tax
system for street vendors while proposing to eliminate the tax on new automobiles (impuesto sobre
automoviles nuevos, ISAN).
The same concerns have been raised in the Mexican Congress. Deputy Jose de Jesus del Campo
of the center-left Partido de la Revolucion Democratica (PRD) called on Fox to ensure that his tax
reforms are fair. "We are in favor of fiscal reform to increase the number of taxpayers and erase tax
evasion," he said. "But of course, those who have more money ought to pay more taxes."
The PRD is expected to push its own tax-reform proposal. Sen. Jesus Ortega said his party would
promote legislation that would not only expand the tax base but also impose greater sanctions
against tax evasion and create a more equitable distribution of Mexico's national wealth. "We need
a structural reform that will generate the necessary fiscal resources to combat poverty and bring
development to our country's marginalized zones," said Ortega.

Fox also proposes changes to PEMEX tax status
The Fox team's plan to boost overall tax collections was proposed in conjunction with a scheme to
reduce reliance of the state-run oil company PEMEX to fill the country's coffers. Under successive
PRI administrations, the government has imposed a tax on PEMEX revenues rather than earnings,
thus forcing the company to hand over the equivalent of 114% of its operating earnings to the
federal treasury. Taxes collected from PEMEX have traditionally accounted for one-third of the total
federal budget.
In 2000, PEMEX is expected to contribute 263 billion pesos (US$27.7 billion) in taxes to the Mexican
Treasury, or the equivalent of 5% of Mexico's GDP. Some energy-industry analysts believe the lack
of PEMEX control over its resources has prevented the company from investing in constructing
refineries and upgrading petrochemical plants. In proposals floated by Fox economic and energypolicy advisors, PEMEX would become an independent company while still retaining its status as a
state agency.
One key change is the proposed structure of the board of directors, which will be given freedom to
chart an independent course and not rely on direct input from the Secretaria de Hacienda y Credito
Publico (SHCP) or the Secretaria de Energia (SE). "The modernization of the company does not
imply privatization," said Fox energy-policy advisor Fausto Alzati. "Mexicans value a sovereign
energy policy as an essential element of the autonomy of our country."
Many energy-industry experts say the decapitalization of PEMEX since the administration of
former president Jose Lopez Portillo (1976-1982) has prevented Mexico from fully achieving energy
independence. For example, a lack of refinery capacity has forced Mexico to import gasoline and
natural gas from the US even though the country is one of the world's top producers of crude oil.
[Note: Peso-dollar conversions in this article are based on the Interbank rate in effect on Oct. 11,
reported at 9.48 pesos per US$1.00] (Sources: The News, 08/16/00, 08/17/00; Notimex, 09/24/00,
10/05/00; El Universal, 08/03/00, 10/04-06/00; Excelsior, 08/08/00, 08/21/00, 09/29/00, 10/02/00,
©2011 The University of New Mexico,
Latin American & Iberian Institute
All rights reserved.

Page 3 of 4

LADB Article Id: 53706
ISSN: 1054-8890

10/05/00, 10/06/00, 10/09/00; Reuters, Bloomberg News, 10/10/00; La Jornada, 08/02/00, 08/11/00,
08/18/00, 09/28/00, 09/29/00, 10/04-06/00, 10/09/00, 10/11/00; The Dallas Morning News, 08/03/00,
10/11/00; Reforma, 08/03/00, 08/07/00, 09/25/00, 09/29/00, 10/03/00, 10/06/00, 10/09/00, 10/11/00; El
Financiero, 08/03/00, 08/10/00, 08/21/00, 08/30/00, 09/15/00 10/05/00, 10/06/00, 10/09/00, 10/11/00; El
Economista, 08/08/00, 08/10/00, 08/11/00, 08/14/00, 08/18/00, 08/22/00, 08/24/00, 09/14/00, 10/05/00,
10/11/00; Novedades, 08/08/00, 08/11/00, 09/25/00, 10/05/00, 10/10/00, 10/11/00)

-- End --
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